ABSTRACT
INTRODUCTION
The governments of the oil rich economies of GCC area are generally committed to provide their people with high living standards, Where most of necessities are provided the government such as schools for education, hospitals for health care.. etc, including housing. The provision of housing facilities to citizens requires huge investments and intricate planning. Due to this reason, housing services is not only getting short of demand but also extremely unaffordable due to continuous price rises. ISSN(e): 2222 -6737/ISSN(p): 2305 -2147 established the Public Authority for Housing Welfare (PAHW) with the purpose of providing housing facilities (encompassing all allied facilities) to eligible residents no later than a period of five years after application. The service includes provision of land and finances for building the house. However, the department fell short of expectations and failed to satisfy the public demand for new houses, consequently, the housing requests are piling over time. Public concern about housing security is mounting. More recently, a survey conducted by the Parliament of Kuwait shows that housing is the public's main concern and of top priority in their priority list. PAHW data also shows that in the small economy of Kuwait, more than hundred thousand families are waiting for their turn in the waiting list, and that the average waiting time is increasing to 13 years after filing applications. The issue in hand becomes even more complex as housing is becoming seriously unaffordable in Kuwait's and is now ranked as one of the highest in the world.
Asian Economic and Financial Review
In a typical oil based economy like Kuwait, revenue generated from the oil exports comprises the bulk of GDP and public revenues. Thus in a State owned housing mechanism, government spending forms the single most determinant on which housing facilities are dependent. In such economy, we expect the price of oil to play an important determinant of house prices. The literature also shows that interest rates and inflation trends, among other factors are major determinants of house prices. The perceived role played by these determinants in the case of Kuwait, has not backed with any scientific proof. A need is therefore, felt to analyze the problem of housing price determination in Kuwait in order to validate and quantify the role played by these determinants.
LITERATURE REVIEW
Many studies conducted around the world about the determinants of real estate prices and the factors that control their trends in the short run and long run, for example, Hin and Ho (1999) tested for co-integration of the price dynamics of private housing, they found that private housing price movement is influenced by changes in real GDP, private housing development and previous private housing prices.
In a study about the determinants of housing prices in Spanish urban areas, Paz (2000) is intended to find evidence of the relationship between residential prices and economic determinants such as wages, migration and income structure etc., the study shows that salaries of the workers have impacted the house prices. In metropolitan cities the prices of houses depend upon the existing size of the population and its growth. It is also noted that the increase in salaries over the period reflected in the growth of the number and prices of the houses. Coastal areas showed more increase in house prices as compared to the interior areas. Growth of population is also evident as one the main determinants of house prices. Paz (2003) investigates a model of the determinants of housing prices in Spanish cities, in which Paloma tried to find evidence of relationship between residential prices and other economic and demographic factors. It is found that beside other factors like growth of population, availability of new houses and construction activities, the growth of housing prices also depends upon the purchasing power of people and their wages earned. Financial system of mortgage also played a vital role in determining housing prices. Herring (2006) also investigated the booms and busts in housing markets and found that they are often been associated with declines in economic activity, financial instability and large borrowing costs. In New Zealand banks plays a vital role in housing market booms. The policies are not debtors friendly like US housing market but creditors friendly. Usually long term fixed interests are not available by banks. Even refinancing can only be made upon paying large penalties and thus the indirect impact of banks in the drop in house prices may exceed the direct impact. Ekstrand and Wrede (2006) try to find out the determinants of regional house prices in urban and rural areas in Sweden. The authors noted that urban areas witnessed higher price increases than in the rural areas. They also find that the demand factor is more influential in urban areas, while both demand and supply impact the growth of house prices in rural areas. In rural areas the cost of land is cheaper than the cost of building though in urban areas land is more expensive.
In an attempt to explain the rapid rise of Swedish houses, Carl Andreas Claussen (2013) found that the rise in house price is due to the fall in real mortgage rate by 25%, 62% is by increase in real disposable income, 8% goes to household real financial wealth and 4% increase is left unexplained in the paper. The main conclusion is that houses are not overpriced in Sweden. Ozsoy and Sahin (2009) analyze the factors affecting housing prices in Istanbul, Turkey. They found that beside location/area, the most dominating factors in the determination of house prices are sizes, elevators, available security measures, existence of central heating units and view of the house. Lee (2009) uses an exponential-generalized autoregressive conditional heteoskedasticity (EGARCH) model for analyzing the volatility and volatility clustering effects. It is found that Australian housing market is consistent as compared to other markets and the volatility of housing series is not constant over the time. At national level, inflation is also one of the determinants of housing price volatility. This reveals and suggests that some factors must be taken in consideration while formulating the national housing policy and an in depth study of house price volatility is necessary by investors and the policy makers at the national level. Agnello and Schuknecht (2009) investigate the booms and busts of real estates prices in 18 industrialized countries from various continents. They found that economic costs depend on the boom's magnitude, money and credit development. Furthermore, the short term interest rates, local and global money or credit and the incidence of mortgage market deregulation affect the probability of booms and busts significantly. Regulatory policies that slow down the money and credit growth also lower the boom probabilities. Finally, global liquidity are found to plays a significant role in price booms and busts. Kagochi and Mace (2009) try to investigate the determinants of demand for single family housing in Alabama urbanized areas using a model incorporating macroeconomic and housing-related variables to determine the demand of single houses. The research findings state that the prices of a single house are influenced by both national economic factors and other local factors. The increase, in the new single house demand, depends on the growth of population and migration. On the other hand, demand reduces when there are high costs of building a new house, high mortgage rates and high unemployment factors. Simon (2010) in a study about the determinants of housing prices in South East Queensland in Australia found that supply and demand factors are drivers of real median prices. The study shows that it is evident that over the last 20 years, the supply of residential land responded to increase in prices. Chen and Xie (2010) focused on fundamental determinants of housing prices in three major developed cities of China and whether the price changes in global housing has an impact in China housing prices. They found that in big cities of China, a dramatic increase in sales of commercial houses have been noticed within last few years. The sale of commercial houses as per GDP increased from 5.89% in 2002 to 13.12% in 2009 in China. They used a model of six determinants: income per capita, interest rate, stock price, land price, construction cost and population. According to their results, there are no sufficient policies made for implementation to overcome the heated market. Hadavandi (2011) in a study about housing price forecasting in Iran found that the main determinant of house prices is the land price. His conclusion is that the government has to take necessary action to control the price fluctuations of the land in order to control the soaring housing prices.
Finally Fereidouni and Bazrafshan (2012) also try to estimate the impact of the determinants of returns on housing in Iran and found that the important major determinants of returns on housing are changes in inflation, population growth and also changes in unemployment and GDP but to a lesser extent.
At the moment, the state of Kuwait exclusively controls the process of providing housing care to its citizens through the allocation of land to provide new housing and the supply of infrastructure and other facilities, through the Public Authority for Housing Welfare (PAHW). Since its foundation, the state of Kuwait has adopted an approach that provides all the citizens of the State with housing services. for that purpose PAHW was established in 1974 to provide housing care to Kuwaiti families in different forms (Land, house, flats). Housing welfare is provided to Kuwaiti families, according to their priority in registration of applications at PAHW.
At the moment, the government fully controls the operations of real estate development in the State, including the allocation of land, the provision of infrastructure and other facilities, through the General Organization for Housing Welfare Historically, in 1956, the Department of State Property was established with a task to distribute state houses to citizens. To support citizens with the required credit, the Saving and Credit bank was established in 1965 to grant beneficiaries with mortgage loans on a very long term basis. In 1975, the Ministry of Housing was established with the aim of distributing government houses to the people.
The Public Authority for Housing Welfare will design and implement the establishment of newly added suburbs and cities. It will also supervise the establishment of road networks, sewage networks, freshwater supply networks, land phone networks, electricity, with respective ministries and public agencies. Police stations, health centers and clinics, schools and shopping centers as well as other daily life facilities are also supplied in coordination with other public institutions in charge.
The law also states that the state has to provide rent allowance to the citizens entitled to housing welfare until they obtain their houses. The head of the family is eligible to a monthly rent allowance of KWD 150 (US $ 525) to be paid on a monthly basis until the beneficiary receives housing care. The bill for rent allowance is increasing over time, it is estimated that the average amount of rent allowance paid to each family is KWD 22.5 thousands (about 80 thousand US dollars).
Other forms of government support to the citizens is subsidized mortgage loans obtained through the Saving and Credit Bank (bank of credit nowadays) of KWD 70 thousand (about $ 250000), where the state provides interest free housing loans. The State also bears (fully or partially) the costs of infrastructure and other facilities for the housing projects implemented by PAHW or the plots of land distributed by the authority.
In 1995 Law No. 27 concerning private sector's contribution into the reconstruction of state-owned space areas for housing welfare purposes was introduced to enhance the participation of the private sector in providing the housing services to the people of Kuwait. But the law failed to support the participation of the private sector in public housing activities.
Despite its efforts to ease the housing problem, it is evident that the government's efforts to solve the housing problem have failed, as the number of eligible citizens waiting in the queue for their turn to get residential care is growing overtime.
THE HOUSING PROBLEM IN KUWAIT
There is no doubt that the problem of housing is one of the most important problems in Kuwait at the moment. In a recent survey conducted by the Parliament of Kuwait (Majlis Al-Ummah), it was found that housing is the main priority for the people of Kuwait. Although PAHW is assumed to provide housing welfare to eligible persons in no later than five years from the date of registration of the application for obtaining housing welfare, the average waiting period substantially exceeded that limit, it is estimated that a family applied for residential care will have to wait Kuwait has one the fastest population growth rates worldwide, which means that given the current performance of the government to support people with housing services, the housing problem will be complicated even more in the future, as the number of people eligible for housing care increase. rates of population in Kuwait. Due to inability to deal with the growing number of applications, the number of families registered for housing welfare is increasing overtime from just 166 in 1990 to 111891 in 2014. The average growth rate of unsatisfied demand for housing welfare services is found to be 35.2%, which is higher than the average growth rate of population or income per-capita in the country. Given these figures of unsatisfied demand for housing care, the current system proves to be non-sustainable, and if it continued to work in its current form, it will carry a lot of risk for the country. The government dominance of the housing care system needs to be reviewed and the private sector participation in extending the supply of private housing should be enhanced. 
HOUSING AFFORDABILITY IN KUWAIT
House affordability is a very important issue for its social and political implications in any society. That is why policy makers always try to facilitate access to houses using different mechanisms. Easy access to houses is an important determinant of public welfare. The constitution of Kuwait states the right of every citizen to have his own house as one of the basic welfare rights in the state.
In theory house affordability is estimated by dividing the price of the house on household disposable income o f the family, if the outcome is generally high, this means that owning houses is very difficult and vice versa.
Accurate data about family income is not available. For this reason we are going to use a proxy of family income using published data about per-capita income. Annual Demographia International Housing Affordability surveys adopted specific criteria to measure housing affordability in high income countries such as Australia, Canada, Hong Kong, Ireland, Japan, New Zealand, Singapore, United Kingdom and the United States. Since Kuwait is also considered as a high-income country, whose per-capita income is among the top world-wide, we are going to adopt the ratings of the Demographia to build some measures about housing affordability in Kuwait.
According to the Annual Demographia International Housing Affordability surveys, if the median price of the house is 3 times the annual family income or less, then houses in the country or area are affordable. If it ranges between 3.1-4.0 times the annual family income, then houses are moderately unaffordable, while if it ranges between 4.1-5.0 times the annual family income, then houses are seriously unaffordable, and finally, if it is 5.1 or more times the family income, then houses are considered as severely unaffordable.
Demographia use these ratings for comparisons of housing affordability between international housing markets.
Kuwait has never been included in these surveys. Calculations presented here are mainly for the purpose of comparison with other international housing markets. The problem is that higher housing prices as well as high annual rises in these prices make houses a very attractive asset for investors and speculators, which continues to raise prices of houses and complicates the affordability of houses for most of the population of Kuwait. 
THE MODEL
In oil based economies, such as Kuwait, oil revenues always represent the main source of government revenues.
Government spending is also the main determinant of aggregate demand in these economies. Typically the public sector is the largest sector of the local economy, to the extent that the direction of many macro-variables including growth, inflation, asset prices .. etc., depend on how much the government will spend. In these economies public
spending is the primary engine of local economic activity, for this reason, we believe that trends in government spending will be reflected on the price of assets including houses.
In line with this hypothesis, the price of oil is expected to be the main determinant of the expected rates of growth of output, income, consumption, savings, investment and a long list of expected macro-variables in oil based economies. Oil price is expected to impact housing price trends. As the price of oil increases, it would improve expectations about aggregate demand and boasts the rates of return on different assets, particularly housing.
Also in these economies we often find the role played by the private sector is limited due to the dominance of the public sector on the course of economic activity, and therefore narrowing investment opportunities for private savings, which often tend to be directed toward real estate sector or the stock markets. With improved oil prices, private savings will move more and more to the real estate sector, fueling the demand for houses and raising their prices. Of course, it is expected that the opposite will happen when oil prices tend to decline.
Interest rate is one of the major determinants of the demand for housing. The cost of obtaining the necessary credit to finance home purchases will depend on the current levels of interest rates. It is expected to have a negative relationship between interest rates and the price of houses; higher interest rate boasts the cost of credit and thus dampens the demand for houses and thus their prices, and vice versa.
Finally, the demand for assets in general is supposed to reflect the inflationary trends in the economy, as inflat ion intensifies, individuals are expected to keep their savings in assets the provide an hedge against inflation, to protect the purchasing power of their savings. Real assets are on top of them, which are used by individuals in times of inflation. The price of houses is expected to be directly influenced by the rate of inflation.
Based on the above discussion the price of houses in the oil-based economy of Kuwait can be expressed as follows: 
where i denotes the respective governorate. There are 6 governorates in Kuwait; the capital, Hawally, Al-Farwaniya, Al-Jahraa, Al-Ahmadi and Mubarak Al-Kabeer.
ESTIMATION
Before estimation of the determinants of house prices in Kuwait, we will analyze the properties of the panel of data employed in the study, first possible panel unit roots will be tested using different panel unit root tests, to identify whether the series of variable included are stationary in levels or in their difference form in order to identify the order of integration in these series.
order to measure the adequacy of specifying the long term relationship between house prices and the different explanatory variables.
If the variables in the panel are found to be co-integrated or at least one co-integrating vector is identified, a vector error correction model (VECM) will be estimated to correct for deviations of the short run relationships from their long run values, hence eliminating short run disequilibria. Co-integration implies that at least one of the variables of the panel is Granger cause the others, for this reason the final step in estimation is to apply Granger causality test to the panel to determine the causality relationships.
Unit Root Tests
To test for unit root in the series of the panel, four different testes are conducted, the null hypothesis for the first two tests is the existence of a unit root, assuming the cross-sectional units share a common unit root process. The If the series in the panel is found to have a unit root in their level, they require differencing to arrive at stationarity, which is a prerequisite for conducting co-integration tests. The unit root test results after first differencing are displayed below in table (7) (specification of the test is with individual intercept and no trend).
According to these results the null hypothesis of unit root can be firmly rejected at the 1% significance level, which indicate that all of the five series are stationary after first differencing and are integrated of order 1 for the panel.
These results are also confirmed using test specifications with intercept and a trend, and none). This indicates that the tested series are stationary after first differencing. These results leads us to the next test, which is the test for cointegration.
Co-integration analysis
Following the identification of significant evidence that the series contain no unit root after differencing, the next step is to test for co-integration. This step is to identify whether co-integration vectors exist among the variables. In particular, the paper aims to identify whether a long-term relationship can be determined between the price of houses and other variables. Before testing for co-integration, we need to determine the optimal lag length. Based on the approaches of Pedroni, Kao and Maddala and Wu panel co-integration tests, the null hypothesis of no co-integration will be tested using the lag length of 3. Note: * Indicates null hypothesis rejection at the 1% significance level and ** at the 5% level.
Notes: -The null hypothesis is that there is no cointegration.
Tables (8), (9) and (10) report the results from the three panel co-integration tests used. Pedroni (1999) integration is rejected at the 1% level. Similarly, the Maddala and Wu test results indicate the presence of cointegration between the five variables, where the null hypothesis of no co-integration (r = 0) can be firmly rejected at the 1% significance level. The test results suggests that the null hypothesis of the presence of at most three unique cointegrating vectors (r ≤ 3) cannot be rejected. Therefore, there is some evidence supporting the hypothesis of the existence of unique co-integrating vectors among the tested variables. 
Impulse Response Functions
Having tested for co-integration, the dynamic relationship between the variables in the panel can be analyzed using impulse response functions. Generalized impulse responses were used to avoid the ordering problem of orthogonolized impulse responses. The impulse responses are shown in table (11), as it is clear from the table, the effect on one standard deviation shock in the price of houses, is generally positive, which means that higher price of houses feeds the expectations about rising future prices, this increases the demand for houses, thus leading to more pressures on house prices to rise.
The effect of one standard deviation shock in the price of oil is found to be generally in line with expected impact of higher prices of oil in oil based economies such as Kuwait. Higher prices of oil generally lead to higher housing prices as it is assumed by the model earlier.
One standard deviation shock of government expenditures is found to have a positive impact on the price of houses as postulated before. Government expenditures in oil based economies generally represent the bulk of aggregate expenditures in the economy, leading thus to higher prices of assets, on top of them are houses.
As expected earlier higher inflation rates increase the price of assets, among them houses, it is expected that real assets experience price expectations, the higher the inflation rate, the higher is the price of real estates, of course the scale of response of housing prices to inflation rates may not be one to one, this will depend on several factors including intensity of demand, housing supply, market conditions, and expectations.
Finally, the results indicate that a one standard deviation shock in interest rates is generally causing higher housing prices. This may be explained using the fact that interest rates represent the cost of borrowing. Higher interest rates could have a positive and a negative impact on prices, in one side, an increase in interest rates would affect the demand for houses negatively, as the demand for houses would be lower and this is expected to affect the direction of house prices downward. On the other hand, the increasing cost of borrowing is expected to have upward pressures on prices as it increases the opportunity cost of owning real estates. As mentioned above, and in the case of
Variance Decomposition
In order to quantitatively determine the importance of different variables on the housing prices, we use variance decomposition, which aims at decomposing the total variance of housing prices and determine how much of the variance is attributed to each of these variables. The response of housing prices to one-standard deviation shock in each variable is given up to 10 quarters in table (12). As is clear from the table, most of the forecast error variance in the housing prices is explained by its own innovations. Other variables have a lower explanation power, for example, the table indicates that at all levels up to 10 quarters, 94.3% of the forecast error variance in housing prices is explained by house price itself, whereas, only 2.3%, 1.6%, 1.5% and 0.8% are explained by Interest rates, inflation rates, government expenditures, and price of oil respectively.
CONCLUSIONS AND POLICY RECOMMENDATIONS
The main purpose of this paper is to investigate the main determinants of house prices in the oil-based economy of Kuwait, where the government plays a very important role in the provision of basic population needs, on top of them is housing. The paper shows that the failure of the government to provide a solution to the long queues for housing service was reflected in accumulating pressures in the housing market as evidenced by land and house price spikes. Kuwait is among the countries in the world where house affordability is very hard. Globally, Kuwait is ranked second in terms of difficulty of buying a house for Kuwaiti families.
The model of the determinants of house prices includes four variables including the price of oil, government expenditures, interest rates, and inflation rates. Results indicate that these variables are important determinants of
